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Making it on their own:
the baby boom meets Generation X

In terms of various income and expenditure measures,

young single adults in 1994-95, members of “Generation X,”
appear to be economically worse off than were their baby-boom
counterparts in either 1972-73 or 1984-85

Tyler Moore portrayed Mary Richards, a

young woman living alone in Minneapolis
and working as an associate producer at a
televison news program. In some ways, the
Richards character typified the successful young
singles of the baby-boom generation. To illus-
trate, the opening theme song asked, “How will
you makeit on your own?’ Richardswould toss
her hat into the air in a gesture indicating that
she would indeed succeed. However, the theme
song’s question might get a very different an-
swer from today’s young singles. Structural
changes in the economy may have altered the
outlook for young single women and men, mak-
ing the theme song’s concluding lyric, “You're
gonna make it after all,” aless-likely outcome
for contemporary young singles.

How do today’s young singles—often called
“Generation X’ ers’—compareto their baby-boom
counterparts who entered the labor market 10 or
even 20 years ago? And do the figures look the
way they do because of redl, structural changesin
the economy, or could it be that despite gainsin
employment, differences in wages or other eco-
nomic measures persist among men and women,
or whitesand minorities? Aslabor force participa-
tion hasincreased among these groups, per capita
income has declined, in real terms, even though
some segments of the population currently earn
more than did their counterpartsin earlier years.
Despite these other changes, relative to everyone
elseinthe economy, areyoung singlestoday doing
worse, holding their own, or perhaps even doing

I n a popular 1970s television series, Mary
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better than their counterparts from the previous
generation?

To answer these questions, this article exam-
ines various measures of economic well-being
for 18- to 29-year-old single personsin three pe-
riods: 1972—73 (Boomersl), 1984-85 (Boomers
1), and 1994-95 (Generation X). Using data
from the Consumer Expenditure Survey, it ana-
lyzes differences in incomes and spending pat-
terns to see how, if at all, these measures have
changed, and how today’ s young singles are in-
deed “making it on their own.”

Understanding the data

Thedatainthisstudy aretaken fromtheInterview
component of the Consumer Expenditure Survey.
Designed primarily to collect dataon major expen-
ditures (such as automohiles and new homes) and
recurring expenditures (such asinterest payments
and insurance premiums), the Interview survey
collects about 95 percent of total expenditures.
Detailed information about the demographi c com-
position of each consumer unit also is collected,
including factors such as family size, members
ages and occupations, and income (with some
sources collected for each member and others col-
lected from the family asawhole).?

To comparetoday’ s singleswith those of previ-
ous years, three periods are examined: 1972—73,
1984-85, and 1994-95. Thechoiceinyearsstems
partly from the availability of data. The most re-
cent data available for this study are for 1994-95.
The 1984-85 data were selected because they al-



low for a comparison with individuals exactly 10 years ear-
lier. Prior to 1980, the survey was only conducted about
once every 10 years; hence, the 1972—73 survey results are
the only data available for that decade.?

The sample includes all single-member consumer units,
aged 1810 29, who arefinancially on their own. Excluded are
single-member consumer unitswho are currently enrolledin
college or those who receive contributions from outside their
consumer unit.® The data obtained from the remaining con-
sumer units are then weighted to reflect the population. Fol-
lowing are the sample sizes for each year and the total num-
ber of persons represented as aresult of weighting:

Number of
Vear Samp|e singles
size represented
(in thousands)
197273 o 705 2,565
198485 ..o 1,791 3,581
1994-95 ... 1,098 2,779

About “Generation X”

Background. Although Generation X oftenisreferred to as
ahomogenous group, it isactually comprised of many differ-
ent subgroups of individuas, with differing backgrounds,
outlooks, and beliefs. Members of the generation often are
derided by astereotypethat caststhem as*“dackers’ (persons
who lack drive and ambition) or as “whiners’ (those who
complain without reason). While such individuals undoubt-
edly exist in the Generation-X population, this description
does not characterize al of its members. Some psychologists
and cultural anthropologists have characterized Generation
X in four segments, as described below:*

Cynical disdainers Pessimistic and skeptical, this seg-
ment receives most of the press
attention

Traditional materialists Most like baby boomers; positive,
optimistic, striving for the Ameri-
candream

Hippiesrevisited Replay the lifestyle and values of
the sixties and express themselves
through music, fashion, and
spirituality

Conservatives who believe in ste-
reotyped gender roles and are the
least accepting of multiculturalism

Fifties machos

Various studies define Generation X differently by age,

with some saying that persons born in 1961 are the cohort’s
ol dest members, while others use ayounger upper boundary.
The lower boundary fluctuates as well. Most studies con-
ducted in the 1990s consider those who were 18 years old
during the study period to constitute the lower limit of Gen-
eration X, regardless of the year(s) the study covers. Some
studies, on the other hand, consider persons who were 14
yearsold in 1995 to be part of Generation X, athough they
may in fact be the beginning of a new cohort in the popula-
tion. Only in hindsight will the boundaries become clearer.
For the purpose of this study, Generation X isdefined as per-
sons aged 18 to 29 in the 199495 period.®

General characteristics. Before assessing the effects of
changing economic factors on young singles, it is useful to
first analyze demographic changeswithin the cohort. Indeed,
shifting demographics may help explain how or why eco-
nomic factors have changed. The first notable change is in
the age of young singles. Although the average ageincreases
only dightly over time—Iless than a year from 1972—73 to
1994-95—the distribution of singles by age clearly has
changed. In 1972—73, 52 percent were below age 25, while
48 percent were aged 25 to 29. By 199495, the dispersion
had widened—42 percent were under 25, and 58 percent were
aged 25t0 29. Thismay indicatethat it was somehow easier
in 1972—73 for a young single person to “make it on his or
her own” thanin thelater period. A person could leave high
school, for example, and get ajob that would provide income
necessary for self-sufficiency. But if those circumstances have
changed such that jobs paying higher real wagesarelessavail-
able to members of this group, then perhaps alarger portion
of the younger singles are moving home after college, or leav-
ing home later if they do not attend college.® (Seetable 1.)

Changes in educational attainment levels, therefore, are
extremely important. Well over half of young singles were
college graduates in 1972—73, but only about one-third had
attained that statusin 1984-85 and in 1994-95.” Although
this seems counter to the notion just expressed—that young
persons could enter the labor force with less education and
still be self-sufficient—it is not necessarily so. Asjust noted,
more graduates may be returning home after college; or, given
theincrease in those who have some college experience (10
percent from 1972—73 to 1994-95), it could be that more
singles are attending school part time.®

Theracial composition of the young single popul ation has
remained relatively stable, with blacks accounting for be-
tween 8 and 10 percent over the period.® The gap between
males and females, on the other hand, has increased consid-
erably. 1n 1972—73, ayoung single person drawn at random
wasmorelikely to beamalethan afemale, but not by alarge
margin (54 to 46 percent). By 1994-95, there were nearly
two single males (62 percent) for every single femae (38
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Baby Boom Meets Generation X

[CLICEN  General characteristics of single-person
consumer units by period of interview
Period of interview
General characteristics
1972-73 1984-85 1994-95
Sample Size ....ccocevieiiiiiieee 705 1,791 1,098
Number of consumer
units represented ..........ccceceeeene 2,564,989 | 3,580,739 2,778,958
Income before taxes
(1994-95 dollars)*........cccoveveuennne $22,413 $21,928 $19,891
Total expenditures
(1994-95 dollars) $19,984 $20,536 $18,591
Age (average single person) ........ 24.2 24.8 24.8
Percent distribution:
Age:
1810 24 Years ......cccocceveeveuennne 52.3 46.3 41.6
2510 29 YEArs ....cccoveveueeeeees 47.7 53.7 58.4
Gender:
54.3 58.9 61.7
45.7 41.1 38.3
91.0 91.8 90.0
9.0 8.2 10.0
Education of reference person: .
Some high school or less ........ 4.8 5.9 9.5
High school graduate . 20.9 33.8 27.5
Some college ....... . 18.6 27.2 27.7
College graduate ..................... 55.7 33.1 35.3
Housing tenure:
Homeowner 4.0 9.8 11.3
Renter 96.0 90.2 88.7
Region of residence:
Northeast .........ccoceveeienicnnne 16.6 18.8 20.4
MiIdWESLE .....oviiiiciicicie 29.9 27.3 25.4
SOULh . 243 31.1 31.9
WESE ..o 29.2 22.8 22.3
Degree urbanization: .................
Urban 94.8 94.3 92,5
Rural 5.2 5.7 7.5
Average number in
consumer unit:
Earners .......ccccceveevvncnnncnnnnes .94 .97 .96
Cars and trucks ........c.cccceenee. .86 .81 72
1 Complete income reporters only.

percent) in the group.

The percentage of homeowners among young singles has
nearly tripled from 1972—73 (4 percent) to 199495 (11 per-
cent). This may be due to the increased availability of con-
dominiums and other smaller-than-usual housing units. The
U.S. Bureau of the Census reports that condominium starts—
that is, the number of new dwellings built—rose from 69,000
in 1973 (the earliest year for which data are available) to an
annual average of 87,500in 1984-85.%° That figure dropped
to 47,500 in 199495, but assuming that new startsincrease
the supply of condominiums (rather than just replace those
that are demolished for one reason or another), these figures
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support thishypothesis. Theincreasein supply may coincide
with an increase in demand. Also, as noted earlier, the per-
centage of this group comprised of 25- to 29-year-olds has
steadily increased, and the probability of home ownership
increases with age.”t

Income and expenditures

One measure of “well-being” that can be used to compare
Generation X toitsearlier counterpartsisincome. Incomeis
acritical variable in determining spending patterns. For ex-
ample, consider the“budget constraint,” which showsfor the
individual the trade-off of purchases possible at prevailing
prices. When given additional income, theindividual’ s bud-
get constraint will shift to the right—more dollars can go to
both consumption and savingsthan before, if desired; hence,
theindividual isbetter off. However, if the budget constraint
shiftsto theleft, the person isworse off, facing now the diffi-
cult choice of how consumption is to be reallocated among
goods and services given thereduction inincome. (For more
on budget constraints, see appendix A.)

For the purposes of this analysis, data on income before
taxes are examined for complete income reporters only.*?
Also, because this study covers a period of more than 20
years, one cannot simply compare average nominal incomes
over the period to study changes in the economic well-being
of young singles. To do so would of course lead to the errone-
ous conclusion that singles in 1972—73 were far worse off
than those in the other two periods. Both nominal and “real”
(inflation-adjusted)™ income for single-person consumer
units, aged 18 to 29, are shown below:

Year Nominal income Real income
(1994-95 dollars)
197273 $6,830 $22,413
1984-85 15,428 21,928
1994-95 19,891 19,891

By the latter measure, members of Generation X clearly
are worse off than their Boomer counterparts. In real terms,
they earn about 9 percent less than Boomers 11, and 11 per-
cent lessthan Boomers|. Most of the decline occurredinthe
later period, with the change in real incomes from 1972—73
to 198485 ($485) accounting for less than one-fifth of the
total change from 197273 to 1994-95 ($2,522).

The Lorenz quotient

Simply comparing real incomes for the three groups, how-
ever, may not tell thewhole story. Perhaps Generation X’ ers



were not the only ones affected, and everyone is worse off.
How hasthe status of young singlesrelative to therest of the
population changed over time? A tool to help answer this
guestion isinspired by the Lorenz curve. Inalorenz curve,
the population is ordered so that the lowest-income subgroup
(in this case, family, person, or consumer unit) is assigned
the number 1, and other consumer units follow in order of
income, with the highest-income family being assigned a
value of n, where n is the total number of subgroups in the
population. The population can then be split into any num-
ber of equal parts (up to n) to compare its proportion of the
population to its share of total income. If these values are
equal, there is perfect equality of income distribution in the
economy. The extent of difference gauges the level of in-
equality (For more on Lorenz quotients, see appendix A.)

To make the analysis more meaningful, young singles are
compared with thetotal singlespopulation. If they werecom-
pared with the total (single and non-single) population of
consumer units, it would be expected that singles would ac-
count for lessthan their popul ation share, because single-per-
son consumer units by definition have fewer members than
other consumer units, and averageincome generally increases
with consumer unit size. For similar reasons, the sample of
singles (regardless of age) is restricted to those who are cur-
rently earning income and who are not in school.** In addi-
tion, the percentage of all single-person consumer units for
which young singles account changes over time, as does the
percentage of total single persons’ income for which young
singles account.

In order to find out how young singles compare to the rest
of the singles population in away that is comparable across
periods, aLorenz quotient is defined for the purposes of this
analysis as the ratio of two percentages—the percent of all
single-member consumer unit income accounted for by young
singles, and the percent of the total singles population for
which young singlesaccount. If the Lorenz quotient isequal
to 1.0, then the share of income accounted for by young
singles exactly matches their proportion of the total singles
population. If itisgreater than 1.0, young singles account for
“morethantheir share” of al single persons income; if lower
than 1.0, young singles account for “lessthan their share” of
all singles’ income.

Theresultsof thisanalysisare presented in table 2. In each
of the periods studied, the Lorenz quotient islessthan 1.0.1°
According to this measure, Generation-X singles lost little
ground (relativeto therest of the relevant singles population)
between 197273 (0.84) and 1984-85 (0.83), but had lost far
more by 199495, the period for which the Lorenz quotient
is the lowest (0.71). But once again, the differences in the
Lorenz quotients may be due to other changing characteris-
tics. For example, suppose that women, minorities, or those
who are under 25 earn lower incomes than their other single

counterparts. Supposethat at the sametime, women, minori-
ties, or those under 25 have increased as a percentage of all
singles studied. Then, even if the gap in earnings has been
reduced over time for any of these groups, the fact that there
isstill agap may make overall income smaller than it would
otherwise be. To see what influence changing demographics
has on the income distribution, each of these three groupsis
examined separately in table 3.

Asnoted earlier, total income before taxes dropped 9 per-
cent from 1984-85 to 199495, and 11 percent from 1972—
73 to 1994-95. These figures can be compared with the
changes shown in table 3 to see which groups account for the
largest share of that drop. For example, incomes dropped
faster for the 25- to 29-year-oldsin both periodsthan for those
aged 18 to 24, but femaleincome decreased less sharply than
male income from 1972—73 to 1994-95 (and actually in-
creased from 1984-85), while mal eincome continued to drop;
note that average incomes are virtually equal for males and
femalesin 1994-95. Asthetable shows, though, thisappears
to have moreto do with the sharper drop in maleincomethan
theriseinfemaleincome. Since 1985, more women per year
have earned a formal degree than men (although men till
earn more professional and doctoral degrees).’® Thismay help
account for the closing of the income gap.

For young black singles, however, the experience isvirtu-
ally the opposite. Starting with incomes that were dlightly
smaller than those of white singlesin 1972—73 (by about 5
percent), the percent loss in income from 1972—73 to 1994~

LIV | orenz quotients for income and expenditures:
young singles compared with other similar singles
Percent Percent of
: Lorenz
Period :
: of consumer quotient
total income
1972-73:
Singles, 18-29 ............. 26.75 31.83 84
All other singles............ 73.25 68.17
1984-85:
Singles, 18-29 ............. 44.46 53.75 .83
All other singles............ 55.54 46.25
1994-95:
Singles, 18-29 ............. 27.13 38.09 71
All other singles............ 72.87 61.91
Pertcttenlt of Percent of Lorenz
ota consumer quotient
expenditures units
1972-73:
Singles, 18-29 ............. 31.78 31.13 1.02
All other singles............ 68.22 68.87
1984-85:
Singles, 18-29 ............. 48.66 52.65 .92
All other singles............ 51.34 47.35
1994-95:
Singles, 18-29 ............. 32.43 38.99 .83
All other singles........... 67.57 61.01
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IELJERE  Average real incomes by demographic groups
within Generation X
Period Younger group Older group
(18 to 24 years) (25 to 29 years)
Real Percent Real Percent
; change ; change
ncome
NCOME 1 (10 1994-95) | ' (to 1994-95)
1972-73 ....... $17,629 -11.9 $27,807 -17.9
1984-85 ....... 16,396 -5.3 26,651 -14.3
1994-95 ....... 15,527 ® 22,831 ®
Males Females
Percent Percent
. Real income ini?)?r!e change
iIncome (to 1994-95) (to 1994-95)
1972-73 ....... $23,986 -17.0 $20,571 -3.4
1984-85 ....... 24,173 -17.7 18,610 6.8
1994-95 ....... 19,899 ® 19,876 )
White Black
Real Percent Real Percent
income change income change
(to 1994-95) (to 1994-95
1972-73 ....... $22,481 -9.4 $21,728 -29.9
1984-85 ....... 21,949 -7.2 21,700 -29.8
1994-95 ....... 20,370 ® 15,239 ®
1 Not applicable.

95 ismore than 3 times as steep for blacks asit isfor whites,
and more than 4 times as steep from 198485 to 199495 as
itisfor whites.

Permanent income

Whilethe analysis of well-being hasthusfar centered around
reported annual income (also known as* current income”), it
may be more useful to look at a related concept known as
“permanent income.” The Permanent Income Hypothesis,
first put forward by Milton Friedmanin 1957, statesthat con-
sumers make decisions on expenditure patterns based not only
on current income, but on expectations of future income.”
Total expenditures are frequently used as a proxy for perma-
nent income for theoretical and empirical reasons.®® Aswith
current income, the first question that comes to mind is by
how much, if at al, permanent income has changed over time.
Table 1 shows that permanent income is lowest in the latest
period, dropping by 7 percent from 1972—73 to 199495, and
by more than 9 percent from 1984-85 to 1994-95.

But as noted before, these trends may simply reflect anew
economic reality for the whole population. How can one be
sure that members of Generation X are worse off than their
Boomer counterpartswere? Once again, the L orenz quotient
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can be used to analyze the relationships of population share
and aggregate consumption share. Table 2 shows that al-
though the consumption share was about two-thirds the size
of the population share for both groups of Boomer singles,
the ratio has declined for singles from Generation X (from
1.02 to 0.83), indicating that they are worse off, relative to
therelevant singles population, than were their predecessors.

Changing expenditure patterns

As stated earlier, these figures only measure changes at the
aggregatelevel. If permanent incomes are declining—mean-
ing the permanent income budget constraints are shifting to
the left—how do singles make adjustments? Thisis particu-
larly interesting when considering that not all goods and ser-
vices have experienced uniform price changes over time. In
real terms, both the slopes and intercepts of the permanent
income budget constraints may have changed, if one consid-
ersthe budget constraint for each good measured against all
other consumption. (That is, one can consider real-dollar
food-at-home expenditures on the X-axis, and all other goods
and services on the Y-axis. The new budget constraint may
shift to theleft, but need not be parallel to the original if prices
for food at home changed at adifferent rate than pricesfor all
other goods and services) However, evenif it can be shown
that consumption of some goods and services has changed in
real terms at different rates than overall consumption, what
does thisimply for the well-being of young singlesin differ-
ent periods?

One measure of social welfare that is frequently used is
derived from Ernst Engel’s famous Proposition of 1857.1°
Engel found that, at least in mid-19th century Prussia, fami-
lies with higher incomes allocated a smaller share of those
incomes to food than families with lower incomes. Expen-
diture shares can be used as a measure of well-being in this
case becausethelarger the proportion that afamily spendson
goods and servicesthat are basic to life (such asfood), or so-
called “ necessities,” thelessthe family hasto spend on other
goods and services, and, therefore, the less well-off is the
family.

But inherent within this use of allocation of shares as a
measure of social welfare is that members of the compared
groups face the same prices. For example, suppose two typi-
cal four-member families with different incomes are com-
pared. Presumably, they each require about the same amount
of food to maintain good health. Assuming they each buy
similar quantities, and pay similar prices, the low-income
family will allocate alarger share of itsincome to food than
the high-income family.

In the present study, however, there are some complica
tions. For example, unlike the four-member familiesjust dis-
cussed, these singles are not all observed contemporane-



ously—someareinterviewed in the 1970s, somein the 1980s,
and someinthe 1990s. During these periods, prices changed
dramatically; overall, consumer pricesrose 228 percent from
1972—73t0 199495, and 42 percent from 198485 to 1994~
95. Thus, before expenditures are analyzed, price changes
must be taken into account.

The most obvious way to control for price changes is to
divide all expenditures by an index that converts “nominal”
1972—73 and 1984-85 dollars into “real” 1994-95 dollars.
This at least controls for the real dollars spent on an item.
For example, suppose that the Consumer Price Index had
exactly doubled from 1972—73 to 1994-95. Suppose further
that the average single person in the 1972—73 sample spent
$10 for apples. In 1994-95, that value changed to $20. If
1972—73 expenditures are converted to 199495 dollars, one
is tempted to say that nothing changed—in real terms, per-
sonsin 1972—73 are spending 20 real 1994-95 dollars, just as
they arein 1994-95, and so there the story ends. In terms of
opportunity cost, they gave up $20 (in real terms) to purchase
applesin 1972-73, whichisjust like giving up $20 in 1994~
95; that is, the purchasing power of the $20 is the same in
each period.

But what if, unlike all other goods, apples did not show a
price increase of 100 percent, but underwent an entirely dif-
ferent pattern of changes? For example, supposethat in nomi-
nal terms, apples sold for $10 per pound in 1972—73, but only
for $5 per pound in 1994-95. The average sampled personin
1972—73 only purchased 1 pound of apples, whilethe person

in 1994-95 purchased 4 pounds. Yet, in rea dollars, each
expenditure was $20.

To correct for this, the data examined here are divided
through by their own price indexes, in order to obtain real
“consumption dollars.” Inother words, in the apple example,
if the price index for apples was set at 1.00 in 1972—73, the
index would be set at 0.50 in 1994-95. Dividing the $10 by
1.00yields $10 of apple consumption for 1972—73. Dividing
the $20 by 0.50 yields $40 for applesin 1994-95. Note that
by controlling for price in this way, any change in observed
real consumption dollars must be dueto achangein the quan-
tity purchased. And indeed, note that the real consumption
expenditurein 1994-95 is4 timeslarger than its counterpart
in 197273, reflecting the fact that the person actualy pur-
chased 4 times as many apples (4 pounds) in 1994-95 thanin
1972—73 (1 pound). Becausethe Consumer Expenditure Sur-
vey does not collect information on quantities purchased for
most items, this method yields fruitful results.

Thereal consumption expenditures are analyzed hereina
slightly different way than conventional shares analysis.
Continuing to use total expenditures as a proxy for perma
nent income, total expenditures are adjusted for inflation by
the overall changein pricesto reflect a* potential” consump-
tionlevel inreal terms. Astable4 shows, thispotential level
shrinks both from 1972—73 to 199495 and from 1984-85to
199495, indicating that young singles from Generation X
are worse off than their Boomer counterparts because their
potential consumption islower—in other words, they cannot

Table 4. Y| consumption expenditures and percent changes over time
Percent change
Period 1: Period 2: Period 3: Period 1 Period 2
Category 1972-73 1984-85 1994-95 to to

period 3 Period 3

Income before taxes™ .........cccceeevveeenennne $22,413 $21,928 $19,891 -11.3 -9.3

Total expenditures? (annual) .........c.ccccee.. 19,984 20,536 18,591 -7.0 -9.5

Basic goods and services 8,827 7,496 7,833 -11.3 4.5

Food at home ............ 1,085 1,419 1,668 53.7 175

Shelter and utilities 6,766 4,990 5,192 -23.3 4.0

Apparel and services 976 1,087 973 -0.3 -10.5

Recreation/related expenditures ............. 2,723 3,011 2,430 -10.8 -19.3

Food away from Home ...........cccceeueeee. 1,317 1,385 1,102 -16.3 -20.4

Entertainment ........ 974 1,275 1,126 15.6 -11.7

Reading ........ 178 147 107 -39.9 -27.2

Other lodging .... 254 204 95 -62.6 -53.4

Transportation ...........cccceeeeeereeieeieeneenens 4,809 4,736 4,200 -12.7 -11.3

New cars/trucks ........cceeeeevveeeeeecnnnennnn. 1,005 1,431 797 -20.7 -44.3

Used cars/trucks ..........ccceoveeeeneeneeenne. 960 916 998 4.0 9.0

Gasoline and motor Oil ..........cccceeueenee 979 768 646 -34.0 -15.9

Other transportation ...........c.ccceceeeene 1,865 1,621 1,759 -5.7 8.5

All other expenditures® ...........cccceeveveenenne 3,625 5,293 4,128 13.9 -22.0
Complete reporters only. alcohol, tobacco, education, personal care, cash contributions, miscella-
21994-95 dollars. neous, household operations, housefurnishings, personal insurance, and

Total expenditures less basic goods, recreation, and transportation; includes health care.
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afford to consume as much in real terms as their older coun-
terparts did when they were the same age.

The impact of thislower potential for consumption is ex-
amined by comparing the percent decline in potential con-
sumption with the percent change in real consumption dol-
lars spent on different goods and services. For example, po-
tential consumption declined by about 10 percent from 1984—
8510 1994-95. If consumption for each individual good and
servicewere cut back equally in responseto thischange, then
all goods and services should show a 10-percent decline in
real consumption dollars allocated to them. But thisisnot the
case. Membersof Generation X have cut back on someitems
more severely than others, while at the same timeincreasing
consumption of some goods and services.

Basic goods and services

The decline in real consumption expenditures allocated to
basic goods and services from 1972—73 to 199495 (11 per-
cent) is substantially larger than the decrease in total con-
sumption expenditures (7 percent) for this period. However,
real consumption expenditures actually increased more than
4 percent for basic goods and servicesfrom 1984-85to 1994—
95, despite a decrease of nearly 10 percent in total consump-
tion expenditures during thisperiod. Most remarkableisthe
large percent changein expendituresfor food at home during
each of these periods. Real consumption of food at homein-
creased 54 percent from 1972—73, and 18 percent from 1984—
85. (It should be noted that real consumption expenditures
for food away from home decreased by larger percentages
than total consumption during these periods, so it isnot nec-
essarily true that total food consumption increased.)

Expenditures for shelter and utilities change over this pe-
riod, too, dropping from 1972—73 to 198485, and then in-
creasing. Consumption of apparel and services, on the other
hand, appears to be stable—in 199495, expenditures were
virtually identical to the levels of the 1972—73 period. Al-
though they fell 11 percent from 198485 to 199495, this
accordswith the general declinein expenditures over the pe-
riod. On the other hand, it isimportant to note adecreasein
the percent reporting expenditures for these items. The per-
cent reporting declinesfrom 92 percent in 1984-85 to 87 per-
cent in 1994-95, meaning that those who purchase are pur-
chasing a lot more clothing than perhaps they used to, but
fewer persons are making such purchases.

Recreation and related expenditures also decrease over
these periods, but less sharply than expected from 1972—73
to 199495, and more sharply than expected from 1984-85
t0 1994-95. Of these expenditures, consumption of food away
from home clearly decreases over time. The percent report-
ing was 92 to 93 percent in the latter periods, yet real expen-
ditures declined substantially more than overall consumption
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expenditures, regardless of the base year (1972—73 or 1984—
85). Although entertainment expenditures decreased from
1984-85 to 199495, they are actually higher in both these
yearsthan they werein 1972—73. Thismay reflect theintro-
duction of new products and services in the 1980s, such as
compact disc players and video cassette recorders, that were
simply not available for purchasein the 1970s.2 Consump-
tion expenditures decline drastically for both other lodging
and reading, both of which also show sharp declinesin per-
cent reporting.

Transportation expenditures fell over both periods by an
amount similar to the overall consumption decline. Morein-
teresting are the changes in the components, particularly
new and used vehicles. New car and truck expenditures de-
clined far faster (21 percent from 1972—73 to 1994-95; 44
percent from 1984-85 to 1994-95) than overall consumption
expenditures did for either period. On the other hand, used
car and truck expenditures rose over both periods. Yet, the
percent reporting used vehicles remains about the same. The
new car and truck purchase declines are in line with lower
percentages reporting—3 percent in 1984-85 to about half
that in 1994-95. Perhapsthose who had cars decided to hold
on to them longer over these periods, or some persons de-
cided to lease cars rather than actually purchase them.

Finally, gasoline and motor oil expenditures decreased sub-
stantially in both periods. Thismay berelated to theimproved
fuel efficiency of vehicles offered for sale in the latter two
periods.Z By the mid-1980s, domestic automobile manufac-
turershad started offering alarger variety of smaller carsthan
they had in the early 1970s, when such cars were available
primarily from foreign manufacturers.

Standardization

Changesin expenditure alocations for the group as awhole
may not be due only to income changes, but to the changing
demographic characteristics of the group. For example, if
males and femal es have different tastesfor different expendi-
tures, then the fact that there are more males in the group
could account for a significant portion of the change in the
allocation of expenditures. A technique called “ standardiza-
tion” (described in detail in appendix A) measuresthe effects
that changesin the demographic composition of agroup have
on spending intwo ways. First, evenif tasteshad not changed
over the period, by how much are expenditures predicted to
change given the changesin the demographic composition of
the group? Second, if characteristics had remained the same
over time, how much of the changein predicted expenditures
is dueto achangein tastes and preferences?*

In this case, standardization is performed for two catego-
ries of (real-dollar) expenditures—basic goods and services
and recreational goods and services. Table 5 shows that,



taken all together, changesin the distributions of purely demo-
graphic information (such as race, gender, region, rural/urban
area, education, housing tenure, and age) account for very little
of the expected change in spending for either basic or recre-
ational goodsand services. Regardless of the period considered
(1972—73 t0 199495, or 198485 to 1994-95), these changes
in the aggregate account for a most, $39 of increase or de-
creasein predicted expendituresfor the categories.

Although some individual characteristics appear to account
for asubstantial amount of change (for example, thetable shows
that the change in percentage of college graduates, by itsdlf,
accountsfor adecreasein basic goods and services spending of
$108), when taken as awhole, these demographic effects can-
cel each other out. 1n each case, regardless of period or charac-
teristic, theincome effect dominates. That is, even if al tastes
and preferences (as estimated by the regression coefficients)
were held constant over time, the decline in real income ac-
counts for $543 of the decline in expenditures for basic goods
and services, and $195 of thedeclinein expendituresfor recre-
ation and rel ated goods and servicesfrom 1972—73t0 1994-95.

Asnoted earlier, standardizing also controlsfor changesin
tastes by the group as a whole. The coefficient associated
with permanent income can be interpreted as the marginal
propensity to consume (MPC) either basic goods and services
or recreation and rel ated goods and services. The MpPc identi-
fies the proportion of an additional dollar that the consumer
isestimated to spend for theitem under study if the consumer
were given an additional dollar. For example, theregression
results show that for the Boomers| group, the mpc for basic
goodsand servicesisabout 0.44, but for Generation X it drops
toabout 0.39. I1n other words, given an extradollar, the aver-
age member of Boomers | would spend 44 cents on basic
goods and services; but the average Generation X' er is esti-
mated to spend 0.39. This change in MpC is assumed to re-
flect a change in underlying tastes and preferences for the
group as awhole. (See appendix B for regression results.)

Standardization allows the analyst to see how much this
change in tastes and preferences would be expected to change
expendituresif all other characteristics (includingincome) were
held constant. Theresults show that from 1972—73 to 199495,
the change in Mpc accounts for a drop of $930 for basic goods
and services, and anincrease of $372 for recreational goodsand
services. From 1984-85 to 199495, the change suggests an
increase of $372 for basic goods and services and adecrease of
$186 for recreationa goodsand services. When changesintastes
and preferences by other demographic groups are taken into
account, the total change in estimated basic goods and ser-
vices expenditures is a decline of $3,103 from 1972—73 to
1994-95, and an increase of $140 from 1984-85 to 1994—
95. For recreation and related expenditures, total taste and
preference changes (including income and characteristics)
predict anincrease of $1,277 for 1972—73t0 199495, and a

ICLICICM  Standardization results: goods and services
Expenditures Expenditures for
for basic recreational
Item goods and service goods and services
1972-73 1984-85 1972-73 1984-85
to 1994-95| to 1994-95| to 1994-95| to 1994-95
Accounting for
demographic
and income
changes
Total characteristic
effect.....ccovcincnne $-557 $-720 $-234 $-252
Income effect ........ -543 —-759 -195 -272
Demographic
effect -14 39 -39 20
Black ............. 1 2 -1 -1
Female -6 -2 21 8
Northeast 4 1 -3 -1
Midwest 36 14 -6 -2
West .............. 5 1 2 0
Rural ... -3 -2 -3 -2
Less than high
school .................... -5 -4 21 17
Some college .......... 5 1 13 1
College graduate ... -108 10 -55 5
Renter ... 24 3 =27 -4
18 to 24 years of
Age e 33 15 -1 -1
Controlling for
changes in tastes
and preferences
Total coefficient
effect ..oooeiieie. -3,103 140 1,277 —268
Effect of change
in:
Marginal
propensity to
consume ...... 930 372 372 -186
Demographics . -2173 -232 905 -82
Black 14 -46 -22 12
Female -63 -114 -98 52
Northeast -67 -99 24 -21
Midwest -134 —-232 76 =27
West =172 -108 10 -83
Rural -92 12 1 -21
Less than high
school ...........c........ -35 -20 -6 32
Some college .......... =211 100 37 -26
College graduate .... 368 165 116 -57
Renter ......ccoccevvueuene -1555 145 633 115
18 to 24 years of
AL i -226 -35 134 -58
Note: See standardization techniques section of appendix A for deriva-
tion of various identities.

decrease of $268 for 198485 to 1994-95.

Notethat even after accounting for differencesin demograph-
ics, incomes, and general taste changes, thereis still somere-
sidual effect that isnot captured. For example, the model pre-
dictsatota decrease of $3,660 in expendituresfor basic goods
and servicesfrom 1972—73t01994-95. (That is, they decrease
$557 due to demographic changes and $3,103 due to changes
in tastes.) Yet, table 4 shows that real consumption of these
goodsand services decreased only $994 during thisperiod. This
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discrepancy may be due to factors that are unaccounted for in
the model—such as cross-el asticities of substitution or random
events that cannot be modeled, like temporary shortages of a
particular good or service. The total change due to these re-
sidual effectsispositivein this case, meaning that expenditures
for these goods are higher than might be expected dueto changes
infactorsthat are accounted for inthemodels. Further investi-
gation iswarranted. (Seetable5.)

THE ECONOMIC WELL-BEING OF YOUNG ADULT SINGLES from Genera-
tion X has been compared with that of two groups of baby-
boomers using various measures, each of which seemsto indi-
cate areduction in the welfare of Generation X’ ersrelative to
their Boomer predecessors. Comparing real average incomes
for the three groups shows Generation X lagging behind both
Boomers| and Boomersll. Whenincome dataare broken down
further, they show similar trends for women and men, blacks
and whites, and younger and older membersof the cohort. When
comparing their income standing relative to the rest of therel-
evant singles population, members of Generation X appear to

Footnotes

be getting asmaller piece of the pie, regardless of the size of the
overadl pie.

Permanent income analysisyields similar results, includ-
ing areduction of potential consumptioninreal terms. Gene-
ration X’ ersalso consumefewer “luxury goods’ (such asrecre-
ation and related expenditures) and more “necessity goods,”
especialy food at home. Standardization technique showsthat,
for themost part, the declinein average expendituresisdueto a
declinein real income over the past 10 or 20 years, and not
simply due to compositional changes within the group.

Members of Generation X have sometimes been accused of
complaining too much, and of being cynical and unmotivated.
In this study—conducted by two economists, who, while not
cynical, havetried to be skeptica—avariety of economic mea
sures were examined to ascertain whether members of the co-
hort could be viewed asbeing better off in any economic sense
than their baby-boom predecessors. With the possible excep-
tion of having alarger array of entertainment and other goodsto
purchase, members of Generation X appear to be worse off by
every measure. []

1 For more information on the Consumer Expenditure Survey, see BLS
Handbook of Methods, Bulletin 2490 (Bureau of Labor Statistics, 1997),
Chapter 16, “Consumer Expenditures and Income,” pp. 160-66.

2 This is a fortunate coincidence in that 1972—73 was just before the on-
daught of major economic dislocations, starting with the oil shocks of the
early 1970s, which led to the severe recession of 1973-75. Also, each of the
study periods is a roughly the same point in the business cycle.

3 The basic unit of comparison in the Consumer Expenditure Survey, a
consumer unit is defined as a single person or group of persons living to-
gether and related by blood, marriage, adoption, or other legal arrangement,
or who share responsibility for at least two of three major expenditure cat-
egories (food, housing, and all other expenditures). Note that roommates
are usually considered to be separate consumer units. Although they may
share the rent and other expenses (food, household items), presumably each
is responsible for his or her own share.

4 Faye Rice, “Making Generationad Marketing Come of Age,” Fortune,
June 26, 1995, p. 113.

5 For examples of the various definitions, see U.S. Chamber of Com-
merce, Nation’s Business, May 1996; Shane Sparks, The Business Exam-
iner, June 21, 1997; Faye Rice, “Coming of Age,” Fortune, June 26, 1995;
and Geoffrey Meredith and Charles Schewe, “The Power of Cohorts,” Ameri-
can Demographics, December 1994. |In the latter article, acohort is defined
by important events or experiences that take place in individuals' formative
years. Members share a similar “coming-of-age” period in their lives, dur-
ing which their tastes and preferences, values and beliefs are shaped by his-
torical, social, and economic events. A generation, on the other hand, is
defined by dates of birth. To illustrate the difference, persons born during
World War 11 often are called the “World War || Generation.” But those who
matured during the war might be called the “World War 11 Cohort.”

6 Data from the U.S. Bureau of the Census, for example, show that, among
18- to 24-year-olds, 54 percent of males and 41 percent of females lived at
home in 1970, compared with about 61 percent of males and 48 percent of
females in 1984-85, and 59 percent of maes and 47 percent of females in
1994-95. Among 25- to 34-year-olds, the comparable figures are 9 percent
of males and 7 percent of femalesin 1970, 13 percent of males and 8 percent
of females in 1984-85, and 16 percent of males and 9 percent of femalesin
1994-95. See U.S. Bureau of the Census, Current Population Reports, Se-
ries P20-484, “Marital Status and Living Arrangements: March 1994,” and
earlier reports; also U.S. Bureau of the Census, 1970 Census of the Popula-
tion, PC(2)-4B, table 2. Even so, some caution must be exercised when
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comparing the 1970 figures to the later figures; as noted, the 1970 figures
are derived from the 1970 Census of the Population, whereas the later fig-
ures aefromthe Currat Populdion Surveys (cps) from the years listed.
Sampling error may cause cps data to differ from what might have been
found had a census been taken in the years in question. See U.S. Bureau of
the Census, Current Population Reports, Series P20-484, “Marital Status
and Living Arrangements: March 1994,” and earlier reports; see dso U.S.
Bureau of the Census, 1970 Census of the Population, PC(2)-4B, table 2.

7 It is important to emphasize that these characteristics are for young
singles who are living away from home. Singles who move back with their
parents or those who are married may have different characteristics. For
example, in 1996, one of the authors of the current study found that educa-
tional attainment had increased from 1984 to 1994 for all consumer units
whose reference person was between 18 and 28 years of age in these peri-
ods. The proportion of the Generation-X population that at least attended
college rose from 52 percent to 59 percent over the 10-year period. See
Brian Riordon, “ Spending Patterns of Generation X Anayzed Through Stan-
dardization Techniques,” presented at the 66th Annual Meeting of the South-
ern Economic Association, Washington, p.c., November 23-25, 1996.

8 Although currently enrolled students are excluded from the sample, stu-
dents with sporadic attendance may be included.

° The 1972—73 Consumer Expenditure Interview Survey results do not al-
low a breakdown of race beyond black and “white and other.” Based on cen-
sus (revised) population figures, however, “other” accounted for just over 1
percent of the white and other group in 1970. By 1980, the comparable figure
had risen to 3 percent, and by 1995, to 5 percent. Thus, in the present study,
other races (American Indian, Eskimo, Aleut, Asian, and Pecific Idander) are
omitted from the 1984-85 and 1994-95 samples, but not from the 1972-73
sample. See U.S. Bureau of the Census, Statistical Abstract of the United
States: 1996, 116th ed. (Washington, DC, 1996), table 12.

10°U.S. Bureau of the Census, Statistical Abstract of the United States:
1996, table 1178.

1 The integrated results of the Consumer Expenditure Survey for 1994—
95 show that only 2 percent of all singles under age 25 own their home,
compared with 23 percent of all singles aged 25 to 34.

12 Because not al persons provide a full accounting of income when re-
sponding to the survey, respondents are divided into two groups—complete
and incomplete reporters. To be considered a complete reporter, the respon-
dent must provide income figures from at least one major source, such as
wages and salaries, self-employment income, or Socia Security income.



* Converted to rea dollars us ng average vaues of the Consumer Price
Index (cpi-u x1: All items) for 1972 and 1973, 1984 and 1985, and 1994 and
1995. The cpi-u x1 for 198495 and 1994-95 is identical to the cpi-u that is
available in most published sources. But the cri-u for 1972—73 calculates the
change in housing prices using a different methodology than is used for the
later years. Consequently, the Bureau of Labor Stetistics derived a listing of
experimental measures that recalculates data from 1967 to 1982 (the last year
the old pricing measures were used) to allow analysts to measure price changes
consistently. Note that the cri-u x1 values for 1972 (44.4) and 1973 (47.2) are
larger than their counterparts in the cri-u (41.8 and 44.4 respectively). There-
fore, the cpi-u x1 leads to a more conservative estimate of real income than
using the cPI-u, at least for 1972-73.

14 Examples of non-earning singles include those who are long-term
unemployed as well as persons currently not in the labor force (neither
working nor looking for work).

15 This is to be expected, because only earners are compared.
Presumably, the 18- to 29-year-olds in each year are just entering the work
force, and hence are expected to earn less than those who are older and
more experienced.

16 Formal degrees include associate's, bachelor's, master’s, professional,
and doctoral degrees. See U.S. Bureau of the Census, Statistical Abstract of
the United States: 1996, 116" ed. (Washington, bc, 1996), table 300.

17 Milton Friedman, A Theory of the Consumption Function (Princeton,
NJ, Princeton University Press, 1957), p. 221.

18 Empirica reasons include the ability to use al data in the analyses in-
stead of only data from complete income reporters, asin current income analy-
sis. For more discussion of the theoretical reasons, including expectation theory,
see H.S. Houthakker and Lester D. Taylor, Consumer Demand in the United
States: Analyses and Projections, 2™ ed. (Cambridge, MA, Harvard University
Press, 1970) pp. 59, 256-59. For other examples of studies using Consumer
Expenditure Survey data in which total expenditures are used directly or indi-

Appendix A: Analytical tools

rectly as a proxy for permanent income, see the following: Raphael Branch,
“Short-Run Income Elaticity of Demand for Residential Electricity using Con-
sumer Expenditure Survey Data,” The Energy Journal, vol. 14, no. 4, 1993, pp.
111-21; Julie Nelson, “Individual Consumption withinthe Household: A Study
of Expenditures on Clothing,” Journal of Consumer Affairs, vol. 23, 1989, pp.
21-44; Geoffrey D. Paulin, “Hedlth Insurance Coverage for Low-income Fami-
lies: Findings from the Consumer Expenditures Survey,” Advancing the Con-
sumer Interest, vol. 8, no. 2, Fall 1996, pp. 20-31; and R. M. Rubin and Ken-
neth Koelln “Determinants of Household Out-of-Pocket Health Expenditures,”
Social Sciences Quarterly, December 1993, pp. 721-35.

19 Graham Bannock, Ron Baxter, and R. Rees, A Dictionary of Economics
(Middlesex, England, Harmondsworth, Penguin Books Ltd., 1972), p. 140.

20 Because there is no cri-u x1 “equivalent” for any components of the cri-
U (food at home and shelter, for example), the standard indexes are used to
calculate “real” (constant dollar) component expenditures.

2l Note that percent reporting in 1972—73 is not comparable to the later
periods because it can only be captured in terms of annual reporting, not
quarterly as is the case for the 1984-85 and 199495 data.

22 See Maureen Boyle Gray, “Consumer spending in the 1980's,” Monthly
Labor Review, May 1992, pp. 18-26. Note that table 1 shows an increasing
trend of percent reporting expenditures for video cassette recorders from 1981
t0 1986. Also, table 2 shows that, at least in 1990, persons under 25 spent, on
average, the largest amount among the groups on sound components and com-
ponent systems; 25- to 34-year-olds spent the second largest amount on these
items.

2 Although gasoline prices fell sharply in 1986 and stayed low for the next
few years, they rose substantialy in 1989-90, ultimately stabilizing at dightly
lower levels beginning in 1991. Thus, the index initialy fell from its 1984-85
value (98.2), only to return to about the same level (99.0) in 1994-95.

2 Alan S. Blinder, “Wage Discrimination: Reduced Form and Structural
Estimates,” The Journal of Human Resources, vol. 8, no. 4, 1973, pp. 436-55.

Budget constraints. At the highest level, one can think of the
budget constraint as showing the trade-off between consumption
and savings; total income (assumed to be fixed at any given point
in time) equals consumption plus savings in this broad sense. (Any
money that is spent is considered "consumption." What is not spent
is "savings.") Graphically, consider the budget constraint in the
following way: On the X-axis is savings (S), and on the Y-axis is
consumption (C). If al income (l) is put into consumption, then C
equals |, and S equals zero. If al income is put into savings, then S
equals | and C eguals zero. A straight line joining these two points
yields the budget constraint. (Note that the slope is negative 1,
indicating that 1 dollar more of C means 1 less dollar can be
allocated to S.) Based on tastes and preferences, each individual
will decide at what point they prefer to consume and save on their
budget constraint. (See chart A-1.)

Lorenz curves. As noted in the text, in the typical Lorenz curve
environment, percent of income accounted for by a given percent-
age of the population is graphed as a function of percentages of the
population. In other words, if the population were lined up from
lowest income to highest, and the first 10 percent of the persons in
that line accounted for 5 percent of the total income in the popula
tion, a point is plotted at 10 percent on the X-axis and 5 percent on
the Y-axis. The resulting curve is compared to a 45-degree, posi-
tively-doped line. This line represents perfect equality—if everyone
in the population were to have identical income, then by definition
the first 1 percent of the population would account for 1 percent of
the income, the first 10 percent of the population would account for
10 percent of income, and so on. In other words, the population share
and share of income accounted for are identical.

But the Lorenz curve is usually convex with respect to the origin
("bowed in"), indicating that the first personsin line account for alower

S Budget constraints illustrated
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share of income than their population share, and the last personsin line
account for a grester share of income then their population share. The
greater the convexity, the less equa the digtribution. In a perfectly un-
equa distribution, the last person in the hypothetica line would ac-
count for al the income, and dl other persons would have none. Thus,
the function would lie on top of the X-axis until reaching the last per-
soninline (100 percent of the population), in which case the line would
rise verticaly until reaching the 45-degree line, thus making an equi-
lateral triangle whose base is the X-axis from 0 to 100 percent, whose
side line pardlds the Y-axis, and whose hypotenuse is the 45-degree
line. The area between the 45-degree line and the Lorenz curve can be
measured; when divided by the area of the "inequality triangle" just
described, the "relative inequality ratio" is generated. The closer the
rétio is to zero, the more equd the distribution of income. The closer
the ratio isto 1, the less equa the distribution of income. (See chart A-
2)

Continuing with this idea, the Lorenz quotient is developed. The
Lorenz quotient consists of the ratio of the percentage of al rel-
evant single-member consumer unit income accounted for by single
Generation X'ers to the percentage of all relevant single-member
consumer units for which single Generation X'ers account. One im-
portant distinction between the relative inequality ratio and the
Lorenz quotient is that the former term is concerned with measur-
ing income distribution for the entire population, while the Lorenz
quotient is concerned only with subgroups of the population. How-
ever, their values can be interpreted similarly; for example, if the
Lorenz quotient is equal to 1, then the share of income accounted
for by young singles exactly matches their share of the relevant
singles population. If it is greater than 1, young singles account for
"more than their share" of all singles income; if lower than 1, young
singles account for "less than their share."

This measure is particularly useful given that both the percentage
of the relevant population for which young singles account changes
over time, as does the percentage of total income for which young
singles account. In order, then, to find out how young singles com-
pare to the rest of the singles population in a way that is comparable
across time periods, the Lorenz quotient is defined as the ratio of the
percent of total income for which young, working, non-student
singles account to the percent of the total population for which all
similar singles account. Thus, the Lorenz quotient facilitates com-
parisons of relative distributions in different time periods. (The re-
sults of this analysis are presented in table 2 in the text.)

Standardization technique. The term cohort can be used to describe
two different types of groupings—the first by tastes, preferences, or
attitudes, and the second by shared socioeconomic or other demo-
graphic characterigtics. Note that these two groupings may go hand-in-
hand; socioeconomic and demographic characterigtics, as well as other
similar experiences (such as decade of birth) can help to shape tastes,
preferences, and attitudes. Within a larger cohort, such as Generation
X, smaller groups may exist with different characteristics and, there-
fore, tastes than other segments of the larger cohort.

If changesin the larger cohort's tastes, preferences, or attitudes (how-
ever measured) occur over time, it is important to find out whether the
overdl changes are due to changes in al attitudes, or rather to the fact
that one segment or another now accounts for a larger or smaller pro-
portion of the larger cohort. To accomplish this, atechnique called stan-
dardization is used in this paper. Its purpose is to andyze the changes
in average expenditures over selected time periods to see how much of
these changes can be attributed to changes in demographics, income,
tastes and preferences, or other effects. (For more information on stan-
dardization, see Alan S. Blinder, "Wage Discrimination: Reduced Form
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and Structura Estimates," The Journal of Human Resources, vol. 8,
no. 4, 1973, pp. 436-55.)

Standardization begins by examining results from regression
analysis. The following regression eguation is thus specified:

(1) S;=b,+& bX +u,

nj oy i
where S, is the average spending level and X ,,...,X  are n observable
characteristics that explain the spending of each consumer unit i.
Since two population groups are being compared, two regression
equations are estimated, one for each time period:
(2) S#=b*+a b*X.94+u
and
(3) 8% =b,* +& b¥X*+u
where "94" designates the 1994 population group and "84" desig-
nates their 1984 counterparts. These regressions can be broken down
to show the difference represented by the regression and that repre-
sented by the intercepts. The explained portion of the raw differen-
tial comes from the differences in the coefficients, bj94 and bjg“, and
the differences in the average characteristics, X* and X®.

The model decomposes the two regressions in the following way:

R=E+C+U

where

R = raw differentia

=b+ & bX+u—(b*+S X +u)

=G§¥-g8



E = portion of differential attributable to differing characteristics The raw differential, R, is simply the difference between the value of
=8 | % (X %X %) both regression eguations. E is the portion of the difference in aver-

i ! h ) o . age expenditures due to a change in the population's average
C = portion of differentia attributable to differing coefficients characteristics. C is the difference due to changes in tastes and pref-
=3 X 8“(bjs‘4 —b®) erences. U isthe difference unaccounted for by the variablesincluded

U= une)?plgined portijon of the differential = b * — b * in the model.

Appendix B: Results of regression analysis

1972-73 1984-85 1994-95
Variable Parameter Parameter Parameter
Estimate T-Statistic Estimate T-Statistic Estimate T-Statistic
Standardization: basic goods
and services
INEEICEPL . -1,074.25 -1.88 1,011.84 5.10 1,669.20 5.40
Real total expenditures (annualized) .................... 44 39.47 .37 54.83 .39 38.23
Personal characteristics:
Black (white) -57.07 =21 671.58 4.55 99.25 0.73
Female (Male) 211.36 1.46 354.17 3.98 75.32 0.66
Region of residence (South)
Northeast ... 515.79 1.82 640.05 5.30 121.34 0.82
Midwest —265.23 -1.15 148.53 1.52 -711.54 -4.82
WESE e 525.53 2.26 400.34 3.07 —68.82 —-0.40
Resides in rural (urban) area ...........cccccevveenee. -1,918.26 -3.76 -301.44 -1.25 -84.67 -0.33
Educational attainment (high school graduate)
Did not graduate high school 606.83 1.45 246.65 2.08 -93.21 -.58
Attended college (did not graduate) 1,208.26 4.36 —269.88 -2.50 98.74 .70
College graduate -143.30 -.89 13.46 .10 514.28 2.87
Renter (NOMEOWNET) ......ccueviiiiiiiesiieieeeeeeene 1264.69 2.38 -504.84 -2.71 -343.91 -1.37
Under age 25 (25 to 29) years ........ccccceeeeeeeunne 63.58 .35 —293.09 -3.03 -370.34 -3.22
Standardization: recreation and
related expenditures
INTEICEPL . 708.18 241 —454.93 -3.55 -18.24 -3.07
Real total expenditures (annualized) 12 19.96 .15 34.29 14 24.98
Personal characteristics:
Black (Whit€) ........ccooiiiiiiiiiicccceece 168.30 1.20 -217.75 -2.28 -74.30 -.99
Female (Male) ........ccccociiiiiiiiiiicccceee -50.64 —-.68 -392.22 —6.83 —263.53 -4.23
Region of residence (South) ..........ccccoecvevienenne.
Northeast ... —247.40 -1.70 3.89 .05 —-104.30 -1.29
Midwest .. -138.20 -1.17 213.66 3.39 114.23 1.42
West —67.98 -.57 323.80 3.84 -35.71 -.38
Resides in rural (urban) area ...........cccoceevvenenee. -127.75 -.49 276.14 1.78 -100.75 -.73
Educational attainment (high school graduate) ..
Did not graduate high school ...........c.c.cccceene 539.22 2.51 -98.23 -1.28 428.14 4.91
Attended college (did not graduate) -53.98 -.38 239.09 3.43 141.49 1.83
College graduate 57.06 .69 438.30 5.22 263.91 2.70
Renter (homeowner) -270.65 -.99 260.02 2.16 388.03 2.83
Under age25 (25 to 29) years .........ccccccceeceeunne —240.74 -2.59 140.83 2.25 16.26 .26
Note: Control groups are in parentheses.
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